ACI without appropriate safeguards and conditions to protect against cross-subsicization and
preferential treatment would allow Ameritech to capture Amertech Michigan’s local exchange
customers in areas where potential competitive alternatives exist, before such potential competitors
are able to get a foothold in the market. TCG Detroit witness Teske explains:

Considerable harm to the public interest could result from the
establishment of duplicate affiliates to resell local exchange service in
Michigan. In the short-run, while ACI relies entirely on reselling
Ameritech Michigan services, ACI could receive more favorable rates
for resold services than those available to competitors. ACI would be
able to caprure all of Amentech Michigan's local exchange customers
in areas where a potential competitive alternative exists, bv
undercutting not only Amentech Michigan/ACT's competitors, but by
undercutting Amertech Michigan's tanffed local exchange rates.
Thaus, ACI would be able to prevent the emergence of competition,
and Michigan consumers would be prevented from gaining the
advantages of a marketplace with viable, non-affiliated competitors.

(5 Tr 913-916). (Emphasis added)
Indeed, the use by a monopoly such as Ameritech Michigan of its affiliate ACI would te a rational
monopoly decision so as 1o maintain existing market share. Again, Dr. Teske explains:

A rational strategy on the part of a monopoiist such as Ameritech
Michigan would be to preserve its market share and stvmie the
emergence of comgetition bv creating is own “‘competitive”
aitermative, and cleanly dividing Michigan ratepayers into customer of
two separate entities; those for whom a potential competitive
alternative exists, and those for whom a potential competitive
alternative does not exist. Michigan ratepayers in the competitive
areas could receive lower local exchange service rates than the tanffed
rates they formerly received under the Amentech Michigan ranif,
while ratepayers in monopoly areas would suil be sutject to
“geographic deaveraging” and would receive new, higher rates than
the local exchange service rates formerly received under the
Ameritech Michigan tarifl.

(5 Tr 916). (Emphasis adced).



Relving upon testimony from ACI witness Teece, the ALJ asserts that ACI wouid have nc
incentive to undertake any anti-competitive conduct, such as cost-subsidization cr undue
discrimination (PFD, pp 19-20). Although, the ALJ recognizes the fact that local rates are largely
deregulated under the MTA and that Ameritech Michigan may raise rates, he nevertheless believes
that Ameritech Michigan’s ability to raise its rates is unaffected by whether or not ACI is allowed 0
enter the market. Frankly, the ALJ misses the point. The inclination of Ameritech Michigan to raise
its rates in competitive markets wou!d be greater if doing so wiil help to subsidize its affiliate which
has entered the more competitive market for Jocal exchange. It’s not a question of Ameritech’s
ability to raise rates in these markets. its the increased likelihood it would do so if its affiliate ACI
were also in the market.

Indesd, there is ample evidence to show that Amentech is already taking steps 1o potentiaily
exploit the segregation of the “competitive” and monopoly local exchange service markets in
Michigan. Dr. Teske testified:

Q Is there any evidence that Amentech Michigan intends to

restructure its local exchange service rate structura with the

result that rates may be higher in areas where potential

competition does not exisi?

A Yes. Amentech Michigan has filed an application 10
restructure its basic local exchange rates and services in
Michigan [refernng to the Application of Ameritech Michigan
in Case No. U-11039 1o restructure its basic locai exchange
rates and services]’ The application proposes to condense the
curTent seven rate greups Into three access areas on the basis
of the number of access lines per square miie in exchanges.
The resulting proposed restructure of rate groups result in

*On Mav 10, 1996, in its Opinion and Order in Case No. U-11039, the Commission approved
Ameritech Michigan's application to restructurz its basic local exchange rates and services in
Michigan. Therefore, this concern is no longer hvpothetical.

-

id



Access Areas A and B, where a potential compeutive
alternative exists, and Access Area C, where a potential
competitive alternative does not exist. The application
proposes that Access Area C will have the highest rates, and
Access Area A wiil have the lowest rates. Furthermore, ACI
has reflected the Access Areas and rate restructure proposed
by Ameritech Michigan in Case No. U-11039 in the illustrative
tariff artached to its application as Exhibit C*

(5 Tr 516-917). Ameritech’s steps to restructure Its rate groups in conjunction with Ameritechi’'s

creation of a duplicate affiliate to resell intralL ATA and basic local exchange service would effectively

allow Ameritech to engage in a form of price discrimination, enabling Amentech Michigan to cross-

subsidize its afiliate ACD's entry and emergence in the market for local exchange service. Dr. Teske

testified on how this would manifest itself and how the public interest would be harmec.

Q. Assuming that Ameritech Michigan and ACI both adopt the
Access Area and rate restructure proposed in Case No. U-
11039, how would the public interest be harmed?

A The primary concem results from the simultaneous creation of
a duplicaie effiliate to resell intraLATA and basic local
exchange service, a proposed Access Area rate structure tnat
divides the state into areas on the basis of whether a potential
comperitor exisis, and the absence of information about the
rates, terms, and conditions of the basic local exchange resale
arrangements between Ameritech Michigan and ACI

ACI would te abie to obtan more favorable resale
arrangements form Ameritech Michigan for basic local
exchange service than anv other new entrant. Even assuming
that Ameritech Michigan has a resale tanff on file, unless
specificallv prohibited, it has every incentive to provide more
favorable rates, terms, and conditions to its affiliate through
Individual Customer Basis (ICB) contracts. The result would
be a dual rate structure with unreasonably higher rates than
customers in Access Area A, In addition to the absence of a
competitive alternative, as well as the benefits that resuit from

‘The iilustrative tanff was admitted into evidence in this case as Exhibit A-27.



competition, rural Michigan ratepayers would be burdened
with higher monopoly rates than rates in other areas to finance
Amertech Michigan’s anticompetitive capture of urban basic
local exchange markets.

(3 Tr 917-918). (Emphasis added)

The possibility of cross-subsidization berween Ameritech Michigan and its affiliate ACT weuid
not be limited to situations where ACI is mere a local service reseller. If ACI becomes a provicer
of facilities-based local exchange service there are still concerns of cross-subsidization which would
harm customers and which would allow ACI to gain an unfair competitive advantage in t1e marke's
for local exchange and interLATA service. First, revenues from the provision of basic local exchange
service by Ameritech Michigan may be used to cross-subsidize ACI’s facilities-based lccal exchange

service, with the result that ACI's basic lccal excnange service could be priced below its total service

long-run incremental cost (TSLRIC). (5 Tr 918). Dr. Teske testifies on the substantial incentive for
Ameritech to underiake this type of cross-subsidization to enable ACI to reduce service prices below
its TSLRIC:

If ACI is able to undercut Amentech Michigan's basic local exchangs
service prices in those areas by pricing below total service long-run
incremental cost, then Amentech Michugan will lose its local exchange
customers in those areas, not :o the competitor, but to its own
aiiate. Though Ameritech would lose money in the short-run, thev
could make this up Ov charging higher rates in other areas, and by the
potential for packaging local exchange service wita other service.
This tvpe of anticompettive benavior is classic predatorv pricing for
the purpose of undercutiing potential competitors and driving them
cut of business. The result would be that Ameritech weuld retain its
basic local exchange service monopoly in areas of the state even
where potential competitive alternatives exist.

(3 Tr 919). (Emphasis added). ACI’s incorporation into its iilustrative tariffs of Ameritech

)

Michigan's rate restructuring approved in Case No. U-11039 aliows Ameritech to engage in this
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sirateic dierential pricing. Without adequate safeguards against such abuse, Amentech would be
able to unreasonably discriminate between ratepayers in the same rate classes and wouid alow
Ameritech to preserve its dominant share in the market for basic local exchange.

Second, without adequate safeguards Ameritech Michigan would be able to sell or transfer
to its affiliate ACI capital assets financed by regulated service revenues at more favorable amounts
than these assets’ replacement value. Ameritech has an incentive to make such inter-affiliate transfers
since Ameritech could profit in the long-run by reducing the price of its basic local exchange service
Selow TSLRIC in its areas where potential competition might exist. Again, this would heip
Ameritech retain its monopoiv market share. (5 Tr 920-921).

Finallv, ACD’s status as a duplicate facilities-based local exchange service provicer to
Ameritech Michigan may in the long-run allow ACI to establish more favorable access charges for
its long-distance customers than Ameritech Michigan’s access rates. Indeed, Ameritech’s intenticn
to establish ACI as a separate affiliate which would provide both local and long-distance neips to
facilitate :his potential cross-sudsicization. Dr. Teske explains the reasons for this strategy:

First, assuming that ACI becomes a facilities-based provider of basic
local exchange service, Ameritech will avoid all requirements to
impute access charges charged to the affiliate for local exchange
access to its own services, because ACI would be providing local
exchange access to itself for completion of long-distance traffic.

Second, ACI would have the abiiity to selectively offer its bundled
local and long-distance service in areas where a competitive choice for
basic local exchange service exists. The exisience of a duplicate
affiliate to provide local exchange service wiil allow ACI to offer more
favorable access charges, perhaps on an IC3B basis, to only those
customers who have a competitive alternative, and who purchase

long-distance service from ACL. All other long-distance customers in
Michigan will e customers of interexchange (IXCs) other than ACI,

138



and must pay Ameritech Michigan's less favorable access rates passed
through to them by IXCs.

(5 Tr 921-922).

-\memech Michigan would be able to offer higher explicit access rates to its affiliate’s
competitors than ACI would impiicitly offer o its own long-distance customers through their
interLATA rates. In addition, the creation of duplicate affiliate providers of local exchange service

would result in Michigan customers paying different and unreasonably discriminatory access rates in

.—o
“

their interLATA rates. (3 Tr 622) This would be very harmful to consumers and wiil signiZcant!

(¥4}

<

retard the growth of greater competition in the local and long-distance service markews. T7is:

1
Pl

r)
(@]
)
)
b
o

clearly contrary to the public interest, and the ALJ erred by not adeguately considering these

when he made his findings.

CONCLUSION AND REQUEST FOR RELIEF

The evidence in this proceeding strongly demonstrates the inherent concemns ansing from the
establishment by & monopoly of a duplicate aTiliate provider of local exchange services. Such @
proposition is Taugnt with the danger of cross-supsidization betwesn afliiiates, preferential ireatment

by the monopoly provider in favor of its affiliate and the opportunity for discriminatorv pricing. The

nl

problem with ACI's application in this proceecing is that it amplifies rather than attempts 1o reso
these concerns. The ALJ discounted or ignorec such concerns. Contrary to the ALT's Sacings in

his PFD, the record shows that ACI has not provided this Commission with enough information ::

(]

ensure against the potential for afTiliate abuse between ACI, Ameritech Michigan and their afiliz:es.
Although TCG has usuaily net advocated for the rejection of licenses for tzlecommunication services

in various other proceedings ACI's presentation in this case is 5o troubling that TCG peiieves an
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approval by the Commission in this case would clearly be contrary 1o the public interest. Hence, TCG
recommends that the Commission reject the findings and recommendations made by the ALJ, anc
issue an order denying ACI's apglication for a license to provide basic local exchange service in the
service territories of Ameritech Michigan.

Respectfully submutted,

TCG Detroit, Inc.

By Its Attormeys

CLARK C.
/

. C:—P
M
Roderick S. Coyz
Stewart A Bink€ (P47149)
200 N. C@pltol Ave., Ste. 600

Lansing, MI 48933
(517) 484-4481

Douglas W. Trabaris
233 S. Wacker Dr., Ste. 2100
Chicago, IL 60606
Dated: July 29, 1956 (312) 705-9829 TREFLD
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STATE OF MICHIGAN

- BEFORE THE MICHIGAN PUBLIC SERVICE COMMISSION

Appiication of Amentech Communications,
Inc. for a License to Provide Basic Local
Exchange Service in Amentech Michigan
and GTE Normih, Inc. Exchanges in Michigan.

MPSC Case No. U-11053

— e N N SN

PROOF OF SERVICE

STATE OF MICHIGAN)
) SS.

COUNTY OF INGHAM )

I, Cathy Dawn Manin, teing duly swom, depose and sav that on Julvy 26, 199€, I served a

copy of TCG Detretr, Inc.’s Exceptions 1o the Proposal for Decisicn uren:

See attached service list,

1

Except as otherwise noted on the artached list, service was accomplished by facsimile.

-~

P /,
yas e . TN
C:f.ﬁ =/ M//\// ,/%}7/47/' P
Cathy Dawn Manin -

Subscrived and sworn 10 before me
this 29th dav of July, 1996,

Karen Lamb, Notarv Public

Clinton County Aciing in

Ingham County, Michigan

My Commission Expires: Mav <4, 1667
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